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RIO ALTO EXPLORATION LTD. 


TO THE SHAREHOLDERS 


The encouraging results obtained from our Com- 
pany’s exploration program at Rusty Springs in the Ogil- 
vie Mountains area of the Yukon highlighted Rio Alto’s 
1977 activities. This program, which included over 
3,000 feet of diamond drilling, resulted in the discovery 
of new surface showings of silver, lead, zinc and copper 
minerals. Assays of drill core confirmed that mineraliza- 
tion extends more than 100 feet below ground level. 


Mineral specimens from the Rusty Springs prospect 
were examined by geologists at the University of West- 
ern Ontario to determine the type and origin of the 
mineralization present and to provide a guide for further 
exploration. This study concludes that the prospect is a 
stratabound metal occurrence similar to Mississippi Val- 
ley deposits, differing mostly by having a significant 
silver content. 


The 1978 exploration program, which will com- 
mence in June, is designed to obtain more information 
on the known showings, and to evaluate the further po- 
tential of our Company’s claim area. This program in- 
cludes systematic drilling on lines across the present 
showings as well as wildcat drilling in areas of interest 
that lack outcrop. Two drills and supplies are on the site 
and are expected to drill a total of more than 8,000 feet 
at about forty locations. 


The cost of the 1978 program will be approximately 
one half million dollars and is being funded by the pri- 
vate placement of 250,000 treasury shares of Rio Alto 
Exploration Ltd. at a net price of $2.00 per share. 


Our Company was also active in other areas of 
Canada and overseas. Exploration, consisting primarily 
of diamond drilling, was carried out on our uranium 
claims in the Elliot Lake area of Ontario. Three holes 
were drilled on one block of our claims, and all encoun- 
tered economic grades of uranium. 


In Spain, Rio Alto (Espana) S.A. was approved as 
our Company’s wholly owned subsidiary by the Spanish 
Government. A number of properties have been consi- 
dered in that country, and one exploration program has 
been completed. 


Two development oil wells were drilled on our 
Company’s acreage in the Kindersley area of Sas- 
katchewan and have been on production since the fall of 
1977. Rio Alto also participated in a gas well drilled by 
our subsidiary, Gamma Resources Ltd., in the Cessford 
area of Alberta. This well blew wild for over a month 
and required the drilling of a relief well to bring the orig- 
inal well under control. 


Our exploration and development expenditures in 
1977 exceeded $400,000 and most of the funds were 
provided by the issuance of capital stock by way of a 
rights offering. We appreciate the support of the 
shareholders which, together with the dedicated efforts 
of our associates, have resulted in the significant growth 
and success of our Company. 


Respectfully submitted on behalf of the 
Board 


R. W. Termuende, 
President 
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Drillers ARNOLD KENDRICK and NORMAN JAMES with core from 
Diamond Drill Hole #2, Rusty Springs, Yukon. 
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Hydra-Wink Badger diamond core drill in operation, Rusty Springs, 
Yukon. 


EXPLORATION AND DEVELOPMENT 


Rusty Springs Prospect — 
Yukon Territory 


Rio Alto has a 100% interest in 380 claims protect- 
ing two areas, about 11/2 miles apart, which contain 
silver, lead, zinc and copper mineralization. The claims 
are located 85 miles northwest of Mile 150 on the 
Dempster Highway, and are about 175 miles north of 
Dawson City, Yukon Territory. During the summer of 
1977 a program of geochemical and geological prospect- 
ing determined a number of zones where soil analyses 
were extremely high in silver, lead, zinc and copper. In 
addition, these minerals were discovered in bedrock ex- 
posed in a creek. Some of these zones were tested by 
drilling shallow holes with a Hydra-Wink Badger 
diamond core drill. 


In one particular area, named the Orma show, a 
zone of mineralization was traced by prospecting and 
geochemistry for a distance of 2,500 feet over a plan 
width of 500 to 1,000 feet with the westerly side of the 
width open. This zone was highly anomalous in silver- 
lead-copper and silver-bearing galena was panned from 
some surface soil samples. Eight diamond drill holes 
were located on this zone of mineralization. Core recov- 
ery was only about 25% in metalliferous zones which 


were up to 160 feet in hole length. Core and core frag- 
ments recovered from Hole No. 8 on the Orma show 
returned assays of 78 oz/ton silver, 6.7% lead and 3.8% 
copper from 0 - 27 feet and 113 o2z/ton of silver, 13% 
lead and 2% copper from 62 - 77 feet. 


All of our results were submitted to Dr. R. W. Hod- 
der of the Department of Geology at the University of 
Western Ontario who agreed to have studies conducted 
to define the geology and genesis of the Rusty Springs 
prospect. This study was completed by Gary Shoel in 
the form of a graduating thesis. The thesis concludes 
that the prospect is a stratabound, carbonate-hosted 
metal occurrence similar to Mississippi Valley type de- 
posits. It differs mostly by having a significant silver con- 
tent. The high silver and copper content is partially 
explained by oxidation and weathering which may have 
caused secondary enrichment but the source of the 
silver and copper remains to be determined. 


At the end of 1977, it became obvious that addi- 
tional equipment and supplies would be required for the 
1978 field season. Accordingly, Paul S. White of 
Whitehorse, Yukon Territory was commissioned to de- 
termine access routes to the property and to mobilize a 
winter track-vehicle train to take an additional drill and 
fuel to the Rusty Springs drilling sites. This was ac- 
complished in March of 1978 with the cooperation of 
the Minister of the Department of Indian and Northern 
Affairs and the Government of the Yukon. At the same 
time that the supplies were delivered, an air strip on the 
drilling site was constructed to be capable of receiving 
twin-engined fixed wing aircraft. 


The 1978 exploration program has been prepared 
by Dr. Hodder and will be carried out under his overall 
direction. About 35 miles of grid is presently being mea- 
sured and cut and exploration activities, including 
diamond drilling, will commence in early June. 
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Uranium Prospects 


Rio Alto and its wholly owned subsidiary, North 
American Nuclear Limited, hold varying interests in 
uranium prospects in four areas of Canada and in Au- 
stralia. 


The most extensive of these are the holdings at El- 
liot Lake, Ontario where North American and Pan 
Ocean Oil each holds a 50% interest in 122 claims and a 
20% interest in 14 other claims. A number of claims in 
the northern part of the area have been drilled and are 
being brought to lease. The claims in the southwest area 
of the map on this page have been optioned to Long 
Lac Mineral Exploration Limited. Long Lac has earned a 
60% interest in these claims through an agreement 
which included the drilling of two or more holes. The 


CROTCH 


ELLIOT 
LAKE | 


first two were drilled in 1977 and both encountered 
economic grades of uranium over mineable widths. A 
third hole, drilled this past winter, is reported to be simi- 
larly encouraging. More drilling is planned. 


In the Quartet Lakes Area of the Yukon, Rio Alto 
has 84 claims which have been optioned to Marline Oil 
(Alberta) Ltd. for further exploration. A joint program is 
scheduled to begin in June, 1978. 


Rio Alto’s Permit #362 in the Baker Lake area of 
the Northwest Territories was optioned to Union Oil 
Company of Canada early in 1976. Since then a Fed- 
eral Government freeze on further exploration on this 
Permit has stopped all activity. It is expected that Union 
Oil will continue its exploration program when restric- 
tions are removed. 
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JULIO PEREZ FERNANDEZ, Prospector, on Victoria Concessions, 
Southeast Spain. 


Our Company has a 100% interest in a 2,000 acre 
block in the Wollaston Lake Area of Saskatchewan. To 
date Rio Alto has not carried out the type of exploration 
program required to explain the radiometric anomaly 
covered by these claims. This operation is planned for 
the near future, considering the successes being 
achieved by other companies in that area. 


In Australia, Rio Alto has a minority interest in Cul- 
tus Pacific N.L. The Directors of Cultus report that Cul- 
tus now has an interesting spread of technically worth- 
while exploration projects to search for energy resources 
throughout Australia. These include an involvement in 
oil and gas exploration off the northwest shelf of West- 
ern Australia and uranium prospects in Western 
Australia, the Northern Territory and New South Wales. 


Spain 

An extensive exploration program on Rio Alto’s 60 
square mile ‘‘Victoria’” mineral concession in southeast 
Spain has been completed with no positive results. The 
numerous mineral showings appear to be vein type and 
not conducive to large scale mining operations of the 
type that might be economic under present marketing 
conditions. Low cost, small investment operations could 
be recommended, however, and we are currently con- 
sidering various options on this concession. Other areas 
of interest in Spain have been under preliminary investi- 
gation. 


Petroleum and Natural Gas 


Revenue from these sources continues to increase 
as the results of our drilling and development programs 
are realized. During the past year Rio Alto was a 50% 
participant in the drilling of two oil wells in the Kin- 
dersley area of Saskatchewan. These wells were put on 
production in October of 1977 and are producing well 
above anticipated rates. A program to drill 8 more de- 
velopment wells is planned for the coming summer. 
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Cessford Project - Relief well in foreground, large mound formed by blowout well in background. 


Gamma Resources Ltd., a wholly owned sub- 
sidiary, receives revenue from its interest in 85 gas wells 
in the Hilda Gas Unit in the Medicine Hat area of Al- 
berta. These interests were earned in 1976 by way of 
Gamma’s management of the Rio Alto Drilling Fund 
(1976). In 1977 Gamma organized a second drilling 
fund which, in December, drilled a gas well near 
Cessford, Alberta. The well blew out of control on De- 
cember 19, 1977. 


Subsequently, the wellsite engineers, in consultation 
with Red Adair, established a well control procedure that 
required the drilling of a relief well through which the 
gas bearing formations could be plugged. This was ac- 
complished and the wild well was brought under control 
on January 21, 1978. It will be some time before the 
amount of gas discovered in this well can be determined 
with reasonable accuracy but it is expected that our 
Company will receive revenue from gas production from 
this well (and possibly a second well) within the next 
year or two. Rio Alto has an 11.8% direct interest in the 
Cessford project and its accompanying acreage of 31/4 
sections. During 1977 Rio Alto sold its 12% interest in 
the Lloydminster heavy crude project and directed these 
funds to the Cessford program. 


Coal 


A sizeable exploration program will be carried out 
this year on the Clearwater coal leases in which Rio Alto 
has royalty interests. These leases are located approxi- 
mately 100 miles northwest of Calgary. In addition our 
Company has royalty interests in other blocks of coking 
coal leases in the foothills of Alberta, but Government 
regulations concerning production preclude any realistic 
indication as to when these properties may be brought 
into production. Rio Alto continues, however, to receive 
$18,000 annually in pre-production royalties with re- 
spect to these other blocks of leases. 
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AUDITORS’ REPORT 


To the Shareholders 
Rio Alto Exploration Ltd. 


We have examined the consolidated balance sheet of Rio Alto Exploration Ltd. as at December 31, 1977 and the 
consolidated statements of income, deficit and changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 


In our opinion, subject to the realization of mining interests as outlined in note 2, these consolidated financial state- 
ments present fairly the financial position of the company as at December 31, 1977 and the results of its operations 
and changes in its financial position for the year then ended, in accordance with generally accepted accounting princi- 
ples applied on a basis consistent with that of the preceding year. 


Calgary, Alberta COLLINS BARROW 
March 29, 1978 CHARTERED ACCOUNTANTS 
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CONSOLIDATED BALANCE SHEET 
DECEMBER 31, 1977 


Current assets 


Cash gash Scat eee ae O85 bee Ct oni g Retina Re ies, 8 oc ea 
Term deposits. ss coe Foe TRE OO ee OER Se eee 


Due on disposal of oil and gas properties 


(nOte=2) ae A, 7) Aes PN ae ed ec kage ee ee ee 


Share: subscription-reeewable . S.c9.4 ees ee ee ee 
Eoan-to. an olficer of: the:company. (note’3)i jaa-2. 2. oa See eee 


Investments 
Investment in shares of an incorporated joint 


venture-at equity (do quotedtmarket value) Fe «iu. aes. ane eee 
Investmentin-other shares: (note, 4)... aot -e 3. eee ee ee 


Properties, and equipment (notes sand: 0) .7.5.% 2. kB eens ee 


Other assets 


Loanso.ah officer,ofathe company inetess):«: . 2 skew ee ete eee 
Drillng-andsexnloration: deposits “git ta6 ats. eed ae eee ale 


Approved on behalf of the Board, 


The accompanying notes are an integral part of these consolidated financial statements 


ASSETS 


1977 


$109,750 
96,500 


2,000 


59,000 


21,337 


80,337 


545,267 


$956,329 


1976 


$ 20,486 
61,000 


41,525 
10,000 


133,001 


20:375 


20,378 


380,949 


$539,263 


LIABILITIES 


Current liabilities 
Pam Kaceimiand 1Oans WiOle Ol tats 6 eee Pe Bag ee, wees ot So ae oe 
Accounts: pavablezand acctied liabilifies. 6:2. oi. 1. hs hak ce aS 
Punds advanced by joint venture participants ~. ..... .. e aa 
Pe OIICL ACS DAVAUIC- Bimes hs OA x Fa) Me Sinn bys Sle. oes Ao elo des 
Serevsuucc pron paUaules.. (on bak he! ls cee st, Mn, bs 3 


Metened income taxes (notes 1 and.:/).2%. 5 te. nk we ee eed Be 


SHAREHOLDERS’ EQUITY 


Capital stock (note 8) 


Authorized 

3,000,000 shares of no par value 
Issued 

Pa SO cellos Ore 190,955) Shares «na. tick, eb. pe 
Subscribed 


$946 2= 20 OOO ares ee a ee RO ee oe oe a a 


CCIE Oy ry ed Oa a eRe a ee. 


1977 


$ 55,500 
44,211 
89,382 

961 
59,000 


249,054 
1,319 


791,271 


791,271 
(85,315) 

705,956 

$956,329 


5S MDIS 


10,000 
547,593 
(93,321) 
454,272 


$539,263 
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CONSOLIDATED STATEMENT OF INCOME 
YEAR ENDED DECEMBER 31, 1977 


1977 1976 
Income 
Ojltand gas sales. net otvroyalliesc4.; Gc. ae @ oes ee a ee $177,254 $144,859 
Saleiofmining properties <; Adachi. 6s 2 gk eae ee ee 44,000 — 
Preproduction rovaliiese:... xu. eerS. at: See Noe ae tae ee ee ne 18,000 18,000 
Organization fees from limited partnership 
(note D) a. We Medios ee OE TD Sak Gee at rk ne ee ace ae — T9:950 


Interest, management fees and other 


<2 


247,128 194,35 


Expenses 

Production 2.2. seats ee 8 tae ee bok ee ee am nee ag eee 68,846 o130 
Cost: of mining. properties soldei.). 22S kk: eg. Beas ee ee 43,690 — 
Cost'of mining’ projects abandonedwes hh. re. ieee eee — 50352 
Generakand administrative. oc24" "2 etgee ks . tee Sos ee a 115,516 7.655 
DeDreClatOn =n: fea eit Wee ae OT Pa ale AY 22s eae” Eke cae ene 12,492 S720 
De plenOng ees occ ey dee oe an) SG ALR coder YN ay me 3,050 4,700 
243,594 217,168 

Income (loss) before income taxes and 
extraordinary tems, ; Sake b. ome Gaia en he ee 3,534 (22,816) 
Incometaxes*—=cufrent.(vecovered) ou, - *. ies we ee, (5,791) 6.752 
— deferred: (recovered) notes) ee 5 ok Ae a 6,804 (7,833) 
1,013 (1,081) 
Incomexloss) beforevextraordinary tlemsinaes: 9... 2.7.cb eon oe eee 2,521 (21°735) 


Income tax reduction as a result of utilization 

oMioss:carryforwards*(foter 7) Ye: 2°. 25 gtats tenet eee ions a ae ee eee 5,485 _ 
Provision for loss due to permanent decline in 

market value of investment (note 4) 


Net income (loss) for the year 


Earnings per share (note 1) 
Income (loss) before extraordinary item 


Net income (loss) for the year 


The accompanying notes are an integral part of these consolidated financial statements 
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CONSOLIDATED STATEMENT OF DEFICIT 
YEAR ENDED DECEMBER 31, 1977 


ee ec abd) Veal ter. kee at be ie et ci BE hs os cack Se Bat we 
mi ctamicomme (oss ior thesyear be <a nes ee ek Oo us RE ate 
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The accompanying notes are an integral part of these consolidated financial statements 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEAR ENDED DECEMBER 31, 1977 


Source of funds 
Current operations 
INCRINIE OM CuOSS ate he ens het ee eee oa Be ene ae ee: 


Add (deduct) items not involving funds 
Gace ruiningwrOperlics SOld/. o2..sng se coer a ue Be eek cng 08 
Coat Gr inining projects-abandoned . 7.6.8 wa ors. va Pook ue caw ew 
Wemecoadonee re. bert Ose ee ee Ba Aor Cee he Ale 
| Coke reankaseiks SRN Corey ell a Bee pcm lig cet eee ama eR hoc cre ie ae ee 
Breed MEOIMGHARCSE ahs fia Sek fies AAS Gh RAN tee wale 
ExGineleiiary iteitisis ee we svete Ck, OREN, Binh NER on 


Mia OU ce Us Operations ¢ hes sy oi: kad ne ho pe Oe Ra oe 


Proceeds on disposal of property and equipment....................05. 
Proceeds:on issuanceofrcapital stock: (net) yt. Ses eh. cee i. ER 


OPAPSOUECC TO SUING sue See ue ee A Pe A, oy A PO Le es 


Use of funds 
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Motte Prope and eGuipment a: © 2. 6. Stake tet con ne PE eam ow 
Meattorty Olicerouihe: COMpany 2 ak f.4: 4. hae eee 28s oe 
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En DEY PaO) § HOI OI args FOR A a Pe OS ee a ee ae 


iat alent CRC MPIC cm eae: coe os. ok MPR See TE ee Re Ge ee 
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By Ofc capitals OedimMiIn OmUeCay can. ungated Sea hae ot oe 
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The accompanying notes are an integral part of these consolidated financial statements 


1977 


8,006 


43,690 


12,492 
3,050 
6,804 

(5,485) 


_ 60,551 


68,557 


142,133 
243,678 


454,368 


59,959 
365,683 
27,385 


87 


453,114 


1,254 
48,020 


$ 49,274 


1976 


$ 50,332 
(42,989) 


bis, 02) 


1976 


(42,989) 


30,302 
8,729 
4,700 

(7,833) 

21,254 


11,498 


34,209 


4,955 
47,500 


86,664 


129,808 


(51) 


ZO OT 


(43,093) 
OF is 


$ 48,020 
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RIO ALTO EXPLORATION LTD. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31, 1977 


He 


Summary of significant accounting policies 


(a) 


Principles of consolidation 
The consolidated financial statements include the accounts of the company and all of its subsidiaries as follows: 
Rio Alto Petroleums Ltd. 
Rio Alto (Espana), S.A. 
Gamma Resources Ltd. 
North American Nuclear Limited 
Any excess of cost of shares in the subsidiaries over the underlying net book value at dates of acquisition have been 
allocated to the property and equipment accounts. 


Oil and gas properties 
The company follows the full cost method of accounting for oil and gas operations. Under this concept, all costs relating to 
the exploration for and development of oil and gas properties are capitalized and depleted on the unit of production 


method based on estimated recoverable reserves of oil and gas as determined by independent and company engineers. 
Proceeds on disposal of properties are normally deducted from accumulated costs without recognition of any gain or loss. 


Mining operations 

The company follows the practice of capitalizing all acquisition and exploration costs relating to mining properties on a 
prospect area. If a prospect area is subsequently abandoned or sold, all capitalized costs relating to the area are charged to 
income. Realization of the amounts represented by property interests and deferred expenditures is dependent upon future 
development, since the properties represented by these assets are substantially unexplored or undeveloped. 

Depreciation 

Depreciation of production equipment is also provided for on the unit of production method. Depreciation of sundry 
equipment is provided for on the declining balance method at rates of 20% and 30% per annum. 

Income taxes 

Certain costs and expenses are recognized for income tax purposes and for financial reporting purposes in different time 
periods. When costs and expenses are recognized for tax purposes before being charged in the accounts, the resulting 
deferrals of taxation are recorded in the deferred income tax account; when costs and expenses are charged in the 
accounts before they can be applied in reduction of income for tax purposes, the related tax benefit is recorded when the 
application can be made. 

Earnings per share 


Earnings per share is based on the weighted average number of shares outstanding during the year which for 1977 was 
2,258,829 (1976 — 1,918,900). The exercising of share options would not be dilutive. 


Due on disposal of oil and gas properties 


Funds due on the disposal of oil and gas properties were held in trust at December 31, 1977 pending finalization of legal 
formalities. The funds were released to the company subsequent to the year end. 


Loan to an officer of the company 


During the year the company advanced to an officer of the company by way of a non-interest bearing promissory note, the 
sum of $29,385 to enable the officer to purchase capital stock of the company. The note is to be repaid as follows: 


July 1, 1978 $ 2,000 
July 1, 1979 2,000 
July 1, 1980 25,385 

$29,385 


Investment in other shares 


1977 1976 
Investment imotheteshares.vat Costs... woh ie ake ee ee $42,591 $41,632 
Less: Provision for loss due to 
permanent decline in 
marketovaltte i ee Sek eth) oo, Me eet. >. eh ne ie agen 21,254 21,254 
$21,337 $20,378 


Properties and equipment 


The following is a summary of properties and equipment: Accumulated 
Assets Depreciation Net Net 
At Cost and Depletion 1977 1976 


North America 
Oil and gas properties 
including exploration and 


GevelOnmentCcOstS 0265 Se eee nae See $ 58,138 S 35.113 $ 23:025 $ 41,370 

Mineral interests including 
@XMrerallOtnicosiGan wl Uh. cee eh Mele ney meee 453,035 — 453,035 274,597 
Procuchon-eduipiment oo4 oor re ee ew fe ee 58,003 19,587 38,416 17,992 
SMI rUNeOUIDitient sma wees em ee 40,452 16,062 24,390 21,800 

Europe 

MININO OLOPe TICS 6, hs atl ah ee a ae we a, te 6,401 au 6,401 25,190 
$616,029 $ 70,762 $545,267 $380,949 


Bank demand loans 


The bank demand loans are secured by an assignment of accounts receivable, oil and gas properties and revenue from oil and 
gas production. 


Deferred income taxes 


In years prior to 1977 the company incurred operating losses, the tax benefits of which were not recorded due to the uncer- 
tainty of future income. During the year ended December 31, 1977, the company earned sufficient income to fully utilize these 
loss carry forwards. The resulting income tax saving of $5,485 has been recorded as an extraordinary item. 


Capital stock 
(a) During 1977 the company issued 524,787 additional shares for $253,678 as follows: 


Number 
of shares ' Amount 
PXelosei0l Cmiplovee SIOCKAOPLIONS <<. 5 ars cis ee ct ks po Vins hE ok 90,000 $ 31,500 
Exercise of share purchase warrants, net of 
BsliSnice cOsistOl o hGnper es. phish 8 ee es aes 414,787 212,178 
504,787 243,678 
Shares issued pursuant to 1976 
SUDSENDROMCOMTACL At. fc a ki 20,000 10,000 


524,787 $253,678 


(b) At December 31, 1977, 140,000 shares of capital stock were reserved for options granted in 1976 as partial consideration 
for the acquisition of mining properties. The options are exercisable at prices as follows: 


Option price 
Exercise date per share 
To September 1, 1978 $0.75 
To September 1, 1979 $0.80 
To September 1, 1980 $0.85 
To September 1, 1981 $0.90 


Limited partnership and contingent liability 

Gamma Resources Ltd. (Gamma), a subsidiary of the company, is the sole general partner of Rio Alto Drilling Fund (1976), a 
limited partnership formed pursuant to the laws of the Province of Alberta, for the purpose of developing oil and gas properties. 
The limited partnership agreement provides that Gamma is required to pay 10% of all tangible equipment costs of all wells 
drilled by the partnership. Operating income, operating expenses and proceeds from the sale of properties will be prorated 90% 
to the limited partners, and 10% to Gamma until payout of the costs of the limited partners. After payout the proration will be 
75% and 25% respectively. 


Gamma has guaranteed the bank indebtedness of the limited partners in the amount of $399,000. This bank indebtedness of 
the limited partners is also secured by the oil and gas properties of the limited partnership and revenue from production. 


An officer and director of the company is a limited partner of Rio Alto Drilling Fund (1976) and as outlined above, Gamma has 
guaranteed bank indebtedness of this limited partner in the amount of $35,000. 
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